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» EDITORIAL « 


What Should We Tell Shareholders? 


The accounting divisions of firms whose fiscal year is the Calendar 
year are annual statement conscious these days. In the case of many Cana- 
dian firms, this means an annual job of getting out a typical report to 
shareholders as painlessly as possibly—the president’s message, the formal 
accounting statements and a few odds and ends, all done up neatly in 
black and white. 

Some American and a few Canadian companies have turned to an 
informative and “glamorous” form of annual report. They have used 
colour, photographs, pictoral presentations of statistical information, in- 
teresting write-ups of a number of phases of the company’s business and 
other innovations. This has been done to make the report more readable, 
and to arouse the interest of the shareholders in their company as a going 
concern rather than purely as an investment. 

Is this extra expenditure justified by the results the management might 
expect to achieve? 

There are two principal advantages to be gained by making the annual 
report more readable and informative. In the first place it gives the man- 
agement an excellent chance to sell the shareholders on the way they are 
doing their job. By giving some idea of the scope of the company’s opera- 
tions, by outlining some of the problems faced, and by describing how 
management handles the company’s affairs much may be done towards win- 
ning the support of shareholder. As an example, how much easier it would 
be to keep shareholders satisfied with a policy of retaining a good share 
of profits for expansion if a good selling job on the expansion programme 
is done. And where can such a selling job be dohe? Where else but in the 
annual report, which is, after all, the most important means of communi- 
cating with shareholders. 

The second advantage lies in the field of public relations. In these 
days when individual corporations, and private enterprise in general are 
under continuous fire from various sources, who in some cases are not un- 
willing to colour facts to their liking, it behooves companies to arouse what 
sympathy and support they can from the general public. It is true that 
shareholders of a company may be spread far and wide, but what better 
subjects no matter how wide-spread could we ask for for a sales campaign 
on our company in particular and private enterprise in general? They 
already have a financial interest in the affairs of the company, and this 
should make it easy to create their interest in the problems of the company, 
by showing them the company’s side of these matters. 

Such a public relations programme would only reach a comparative 
few, but it would create sympathetic members of the general public in many 
walks of life and in many parts of the country. 
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EDITORIAL 


There are degrees in the extent to which companies should go in 
dressing up their annual report. The manner in which shares are held, 
the size of the company and many other factors would determine the extent 
to which it was advisable. But the accounting people of any company for 
which the two advantages which has been discussed are applicable might 
do well to give serious consideration to the case for the “glamorous” annual 


report. 


Re-Imposition of Price Controls 


Many of us in our role of consumers, have probably listened with 
sympathy to those who would like to see a greater measure of price control 
re-imposed in this country. As representatives of commerce and industry 
however, it would be well for us to get right to the bottom of this question 
before we climb on any such band-wagon. K. W. Taylor, Chairman of 
the Wartime Prices and Trades Board, in an aside in his brief to the House 
of Commons Special Committee on Prices made the following very in- 
teresting comments: 

“A ‘free economy’ is predominately based upon and organized by a 
system of free prices—free, that is, within the general framework of the law. 
In a free economy, prices constitute the main guide to production, and 
are at the same time the balance-wheel of supply and demand. Rising prices 
for one commodity indicate relative shortage and invite both increased 
production and economy in consumption; falling prices, in turn, indicate 
relative surplus and produce a tendency to ease up on production and to 
increase consumption. In other words, it is this constant flexibility of prices 
that helps to keep production and consumption in reasonable balance and 
harmony. 

“If a community embarks upon a system of fixed or administered 
prices, it must invent some substitute for the flexible price system as a means 
of finding out what people really want, and what they want more of, and 
what they want less of. Failing such a substitute, the principal of freedom 
tends to disappear, and the government has to decide what will be produced 
and in what quantities. The free price system has many imperfections, 
but there has not yet been developed any other system that will preserve 
in essence what I call a ‘free economy.’ 

“Administered or government-determined prices inevitably entail con- 
siderable government control over the details of production and distribu- 
tion. And the wider the range, and the longer the duration of administered 
prices the more detailed must these controls become. 

“I think I should emphasize, out of a considerable background of 
experience, that the fixing of a price is only the beginning of price control. 
During the war years we found that the making of actual price decisions 
was not too difficult, and formed only a minor part of our work. It was 
the efforts to assure supply, to estimate what was needed, to see that things 
were fairly distributed, to protect the consumer against upgrading or degra- 
dation of quality, it was the interminable investigation, checking and 
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blocking of loop-holes for evasion that made up by far the larger part of 
each month’s work. 

“None of this is an argument against price controls in emergencies, 
when prolonged physical shortages of goods are inescapable. But I do 
suggest that these considerations should be carefully weighed whenever any 
broad extension of continuing government price fixing is proposed.” 

Mr. Taylor points out a number of serious objections to the re-imposi- 
tion of price controls. His arguments are just the shot in the arm which 
some of us needed, who feel at home in a more or less “free economy” but 
who have been hard put to it to find anything solid to say in its defence 
in the face of continually rising prices. We can gain added reassurance 
from recent declines in some Canadian prices which overreached themselves, 
and in the commodity price slump which occurred in the United States. 
It is likely that the price trend will continue upward, but these are indica- 
tions that the ancient law of supply and demand still has a hand on 
the reigns. 

We who are interested in the financial affairs of commercial and in- 
dustrial enterprises should doff our hats to Mr. Taylor for renewing our 
faith in a free economy, sans red tape. 





New Members 
Edmonton Chapter 


Jean Pritchard, Roy Flesher Ltd., Edmonton, Alberta. 
Harry P. N. Justason, Business Enterprises Ltd., Edmonton, Alberta. 
Peter Koziak, Department of National Revenue, Edmonton, Alberta. 
Hamilton Chapter 
Paul L. McKenzie, The McBee Co. Ltd., Toronto, Ontario. 
Arthur R. Green, B. Comp., Canadian Industries Ltd., Hamilton, 
Ontario. 
Ottawa Chapter : 
John W. McKenzie, Hugh Carson Co. Ltd., Ottawa, Ontario. 
Lyle E. Jeffrey, Hugh Carson Co. Ltd., Ottawa, Ontario. 
Toronto Chapter 
R. R. McDonald, C.A., McDonald, Nicholson & Co., Toronto, 
Onrario. 
Non-Resident Ontario Society 
F. P. Fitzgerald, Fraser, Brace Engineering Co. Ltd., Chalk River, 
Onrario. 





Personals 


The President of Robinson Cotton Mills Limited announces the ap- 
pointment of Mr. W. J. McCreight, C.A., R.I.A., as Director and Sescretary- 
Treasurer of the Company. Mr. McCreight formerly was Treasurer and 
Director. 



























159 brain-hours 


; 


The Wright Aeronautical Corp. 
once required approximately 160 
hours of a technical specialist’s time 
(and brains) to supply a customer with 
a recommended service tool list. Now, 
using McBee Keysort, the same man 
gathers the same data in a single hour. 
A typist finishes the job. Net savings 
in tool listing time : 80%! 





How Wright saves 





Wright pays no fancy premiums for 
these gains in time and efficiency... 
tor Keysort is many times less costly 
than the system previously in use. 


Ir you want to speed and simplify 
your business record systems (and who 
doesn’t?) ... better ask the nearest 
McBee man about Keysort. 


THE McBEE COMPANY, LTD. 


SOLE MANUFACTURERS OF KEYSORT 
61 Charles Street West, Toronto 5, Ontario 
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Chapter Notes 


PETERBOROUGH CHAPTER FORMED 


On February 6th a very interesting enthusiastic meeting was held at 
the Empress Hotel to discuss the formation of a Chapter of the Society 
of Industrial and Cost Accountants in the city of Peterborough. The meet- 
ing was directed under the capable chairmanship of Mr. R. C. Bastable, 
and the Secretary-Manager of the Society briefly reviewed its history “Aims 
and Objects’ and activities. During the discussion period the intense 
interest of those present was shown by the many questions asked and when 
the chairman put the question of forming a chapter it was unanimously 
decided that the chapter be organized. 


The following were elected directors of the new chapter: 


Mr. R. C. Bastable, Peterborough Lock Mfg. Co. Ltd. 
Mr. G. Langhorne, A. Wander Ltd. 

Mr. S. Adamson, Canadian General Electric Co. Ltd. 
Mr. G. Hodgson, Canadian General Electric Co. Ltd. 

Mr. Blake Bell, C.A., Quaker Oats Co. Ltd. 

Mr. G. T. Cheatle, Nashua Paper Co. Ltd. 

Mr. W. H. Toal, J. J. Duffus & Co. 

Mr. H. Pitchford, Quaker Oats Co. Ltd. 

Mr. J. S. Grant, DeLaval Co. Ltd. 


The directors lost little time in organizing their first meeting which 
was held on February 23rd, a report of which is carried under Chapter 
Notes. We take great pride in welcoming this new Chapter into our Society. 
We trust that its members will derive much value and personal satisfaction 


in their association with our Society. 
CALGARY CHAPTER 


The first meeting of the Calgary Chapter for the new year featured an 
appropriate subject. Two of our student members, L. W. Bessell and Ralph 
Johnson conducted a dicussion on “The Personal Budget” after which R. 
McKenna of the Household Finance Corporation gave a brief talk on the 
method of installing a budget system for the household. 


On January 28th, D. W. Clapperton, President of the Calgary Branch 
of the United Nations Society, gave the members food for serious thought 
with a very interesting talk entitled “Civilization on Trial.” Mr. Clapperton 
dealt with the effects of the atom bomb on our future civilization, and 
although he painted a grim picture he was quite optimistic in suggesting 
the ability of our Western Christian civilization being able to solve the 


problems of the future. 


Unfortunately attendance on this evening was rather poor and it was 
felt that Mr. Clapperton’s ability as a speaker and the importance of his 


subject should have attracted a much larger crowd. 
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CHAPTER NOTES 
FORT WILLIAM AND PORT ARTHUR 


A “technical” session opened the meeting of February 19th, which 
considered the following question put by the chairman: “The Mercenary 
Merchandising Company finds that the roof of its building is in extremely 
bad shape. The building is 20 years old and cost $60,000, 50% of which 
has been depreciated. The whole building is to be re-roofed at a cost of 
$12,000. How is the $12,000 to be treated in’ the accounts?” An interesting 
and lively discussion ensued in which many of the members voiced their 
opinions. 

The guest speaker, Mr. G. B. Weiler, of the law firm of Weiler and 
Weiler, was then introduced by the chairman. The topic was “Contracts.” 
Mr. Weiler covered the basic elements of contracts and listed the five prin- 
cipal features involved. Numerous cases were cited in illustration. Fol- 
lowing his address a question period was held and many and varied were 
the problems thrown at Mr. Weiler and the answers given showed that 
the speaker has at his finger-tips a thorough and comprehensive knowledge 
of the subject. A motion of thanks by D. R. Harrison and W. J. Strachan 
was warmly applauded. 


HAMILTON CHAPTER 


On the occasion of the visit of our Dominion President, Mr. Alvin 
Tupper, of Edmonton, Alberta, we had the privilege of having an out- 
standir - speaker for the occasion in H. Hewart Stikeman, of the firm of 
Fosier, Hannen, Watt & Stikeman, Montreal, who addressed our meeting 
on “kxecent Changes in the Canadian Income Tax Law.” 

This dinner meeting was held in the Crystal Ball Room of the Royal 
Connaught Hotel, in Hamilton. There were over three hundred in at- 
tendance. The Chapters of Toronto, Kitchener, and Niagara were well 
represented. Our guests included representative executives from many large 
companies in this vicinity as well as members of the Hamilton Bar Associa- 
tion, Hamilton Chamber of Commerce and the National Office Manage- 
ment Association. 

Mr. Stikeman’s address dealt with what he considered were the most 
important features from a corporate taxpayer’s standnoint of the New In- 
come Tax Act which was tabled at the last session of the Parliament of 
Canada. This Act is now under study and there will undoubtedly be a 
number of changes in it before it is finally passed. 

The present Income War Tax Act will be cancelled as of the coming 
into effect of the new Act. When this happens there will be no history 
of legal decisions on interpretation of the new Act. However, general 
principles established by decisions with respect to the interpretation of 
the old Act and similar clauses in tax acts of other countries using the 
same system of law will undoubtedly be applied in the interpretation of 


the new Act. 


KINGSTON CHAPTER 


At our February meeting the Kingston Chapter was host to the Bay 
of Quinte Chapter and on this occasion we were honoured by the presence 
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of our Dominion President, Mr. J. A. Tupper, of Edmonton. Mr. Tupper 
gave a glowing report on the progress of the Society and then addressed 
the meeting on the subject. “Some Problems in the Development of a New 
Business.” 

A good representation was present from Belleville and as in past years 


this joint meeting was a lively affair. 


LONDON 


The January, 1948, meeting of London Chapter Society of Industrial 
& Cost Accountants of Ontario was held on the evening of the 22nd day 
of the month in the Y.M.C.A. building. 

On account of the absence of Mr. J. J. Masse, who was called out of 
the city on business, Mr. C. E. Costain presided. 

Mr. L. W. Bennett introduced the speaker of the evening in the person 
of Mr. Wm. Henderson, Comptroller of Messrs. Wm. Meakins & Sons 
Limited, Hamilton, Ontario, who in a very capable manner addressed the 
Chapter on the subject of “Standard Costs.” 

Mr. Henderson explained the above subject under many headings, 


answered all questions and made many useful explanations. 


MONTREAL 


Mr. J. A. Tupper, R.I.A., President, Canadian Society of Cost Ac- 
countants and Industrial Engineers and Mr. Nelson Allan, Secretary-Mana- 
ger, were our guests for the evening, February 13th, 1948, when Mr. Tupper 
spoke to us about ‘Some Problems in the Development of a New Business.” 
Our speaker stressed the point that cost accountants should turn out state- 
ments that can be understood by salesmen, workers and the public and that 
a general manager, to be of value to his company, should have had some 
practical experience in cost accounting. Mr. Tupper kindly answered many 
questions put to him which helped confirm the point that managing a new 
business is hard work 

Mr. Allen brought us up to date on developments of our Society, and 
also introduced the speaker of the evening. Mr. Don Patton, President of 
the Cost and Management Institute, thanked Mr. Tupper and our chair- 
man, Mr. Van Harris presided. 


OTTAWA CHAPTER 


The regular monthly meeting of the Ottawa Chapter of The Society 
of Industrial and Cost Accountants of Ontario was held in the Brazilian 
Room of the Copacabana Club on Monday evening, February 16th. 

A large number of members and guests were on hand to welcome the 
Dominion President, J. A. Tupper, of Edmonton, who was the guest speaker 
of the evening. Mr. Tupper, who has travelled across Canada visiting all 
the Chapters of the Society, was introduced to the meeting by J. N. Allan, 
of Hamilton, Secretary Manager of the Canadian Society. Prior to his 
address on the problems in development of a new business, Mr. Tupper 
announced to the members that upon the completion of a bill before the 
Saskatchewan Government, the Society would have a membership of over 
2,400 and representation across Canada from Quebec to British Columbia. 


92 








CHAPTER NOTES 


He extended an invitation to the members to attend the Dominion con- 
vention to be held in Quebec during the month of June of this year and 
also the 1949 Convention to be held in the West. The problems of starting 
a new business in the face of present day shortage of materials and high 
cost of labour were ably presented by the speaker. At the conclusion of 
his address, a vote of thanks was moved by Norman Wrigglesworth. 

After the dinner Don McAllister, Secretary-Treasurer of the Ottawa 
Chapter, introduced Dorothea Craig, of J. H. Connors and Son, Theresa 
Stock, of the Department of Finance, Pat Tremblay, of Eldorado Mining 
and Refining (1944) Limited, Fred Schlessinger, of Ashtown Press Manu- 
facturing Company and Jack Watts, of Office Appliances Limited, as new 
members of the Chapter. 

At the conclusion of the meeting, the President, Dave Hutton, out- 
lined the program for the balance of the sesaon and extended a cordial 


invitation to all present to attend future meetings. 


PETERBOROUGH 


Sixty-two men and one lady attended the first general meeting held 
February 23rd, and listened appreciatively to Mr. C. Coutts, R.I.A., chair- 
man of the Toronto Chapter of the Society. Mr. Coutts spoke very ably on 
the effect of volume of production on the profits of an enterprise. His 
talk was illustrated with graphs and analytical schedules taken from the 
past experience of a progressive company engaged in manufacturing and 
selling electrical apparatus. Particular emphasis was placed on the necessity 
for all interim reports to reflect current months’ operations and the re- 
sultant profit or loss excluding any book profit resulting from absorption 
of fixed expenses, in’ inventory of goods produced but not sold. The 
form of monthly profit and loss statement was unusual because all the 
Fixed Expenses of the plant are shown as a deduction after ascertaining a 
figure designated as “Operating Profit.” This provoked numerous questions 
and resulted in a very active and worthwhile evening. 

The Chairman, Mr. R. C. Bastable, informed the meeting that the 
directors had met and had elected the following officers and committee 
chairmen: 

Chairman—R. C. Bastable. 

Vice-Chairman—G. Langhorne. 


Secretary-Treasurer—S. Adamson. 


Committees: 

Membership—G. Langhorne. 

Program—-Blake Bell. 

Attendance—G. Hodgson. 

Publicity—G. T. Cheatle. 

The Chairman called on the committee chairmen to outline what had 
been done and their reports indicated that they had been hard at work in 


getting the new chapter firmly established. 








hts in Payroll ; 


Blazing for nights-at-a-stretch before each 
payroll, those lights had become a fam 
iliar part of the scene. Then, suddenly 
they were gone! 


For the problem that used to keep 
them burning in the Payroll Departmen 
was finally and completely solved throug} 
the use of National Payroll Machine 
and National Accounting Machines. No 
more overtime—no more lights! 


For many, many other firms, too, Nz 
tional Accounting Machines have ended 
costly, disruptive overtime. Some of thes 
concerns are among the country’s larges 
—some, far smaller. 


Indeed, one of the most enthusiastic 
users of Nationals, anywhere, is a manv- 
facturer employing a total of only abou 
60, and having a daily posting of a. 
counts receivable of about 40. For he 
finds his National Multiple-Duty Type 
writing-Bookkeeping Machine so flexible, 
and so suitable to his needs, that, 
single-handed, it takes care of his entir 
accounting. 


If you employ from about 50 people 
up, let your National representative shov 
you exactly how the right National Ac 
counting System can save you time and 
money, while giving you better contro 
of your own business. Or write to The 
National Cash Register Company of Can: 
ada Limited, Toronto. Sales Offices in 
principal cities. 








THE NATIONAL CASH REGISTER 
COMPANY OF CANADA LIMITED 








YOU WOULD BUY 


DITTO payser 
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ne And here are the facts. Ditto Payset, the machine- 
less payroll method, enables you to obtain all basic 
ie payroll records from a single writing . . . speedily, 
‘ economically and with complete elimination of 
i errors. No duplicate postings are necessary, and your 
government records are always up-to-date and ready 
le for government inspection. On an average payroll 
ne of 100, approximately 90,000 postings are elimi- 
nated annually with Ditto Payset. Before you buy 
le any payroll forms, be sure to get full information on 
" Ditto Payset. Free sample forms on request. 


a DITTO of CANADA, Limited 
General Offices and Factory 
in 310 SPADINA AVE., TORONTO 


Ditto of Canada, Limited, 
310 Spadina Ave., 
Toronto, Ontario. 





( ) Send me literature and sample forms on Ditto Payset. 
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Reminiscences of 1923 


The Toronto Chapter celebrated this year its Twenty-Fifth Anniversary 
and in November the chapter very fittingly held an old members night. 
It should be mentioned that the Toronto Chapter was the first organized 
in the Canadian Society of Cost Accountants and they were indeed for- 
tunate in having present Mr. H. T. Jamieson, F.C.A., who was Vice-Chair- 
man of the Chapter in 1923 and Chairman in 1924. Afso present was 
Mr. N. M. Bassin, the first Secretary of the Chapter, and Vice-Chairman 
during the second year. 

It will be of interest to the older members of the Society fo read some 
of the observations made by these two men on the occasion of the old 


members night. 
By H. T. JAMIESON, F.C.A., 
First Vice-Chairman of the Toronto Chapter 


In the early twenties it fell to my lot, as first Vice-Chairman and 
second Chairman of the Society, to do something to determine and mould 
the form and structure of the Society. 

We took the view that the Society could not reach its true usefulness 
unless and until it was developed as an independent organization governed 
by its members here in Canada, members drawn from the field of Canadian 
industry. 

The first step was to reorganize the Society placing the Dominion 
Association and its chapters in the hands of its members. 

The Dominion Association and its chapters were still, however, subject 
to an agreement that had been made with the National Association of Cost 
Accountants of New York. The effect of this agreement was to make our 
Canadian chapters branch chapters of the N.A.C.A. A substantial portion 
of our fees was paid to N.A.C.A. They supplied all their literature and 
pamphlets to our Canadian members. 

We felt this situation was not sound; that it did not meet the par- 
ticular needs of Canadian industry. The state and condition of Canada’s 
industrial development was at that time immature. Those services which 
were appropriate and applicable to industries in the United States, indus- 
tries years ahead of Canada in their development, were not appropriate 
and applicable to conditions in Canada where business, speaking compara- 
tively, was in its infancy. Even the Steel Company of Canada was not 
formed until 1910. We felt also that the Canadian industrial accountant 
could be best served by opportunity to develop himself by the exchange and 
discussion of Canadian experience. 

Our members decided to become an independent self-governing society. 
The event was signalled by a very largely attended and- enthusiastic dinner 
held in Hart House, I think about the year 1925, when our new organiza- 
tion was welcomed by the heads of the University and Canadian business 
world, Sir Robert Falconer, then President of the University and Sir Joseph 
Flavelle, then President of the Canadian Bank of Commerce, and others. 
The movement was hailed as a mark of Canada’s national independence. 
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We remained in close association with the N.A.C.A. as a sister society. 
Their annual gatherings were attended by many of our members and many 
of their members attended our general meetings. At all of these meetings 
here and there mutual problems were discussed with benefit to both Societies 
and their members. 

Our Society and its chapters then settled down to the rugged work 
of self development. Our members came to realize the mutual benefit 
of whole-hearted and full disclosure to each other, and that this not only 
helped themselves individually but developed and built the fibre of Cana- 
dian industry as a whole. The results of this building have, I think, been 
seen in the tremendous record of Canada during the past 25 years. A 
development which was so significant during the last war. 

I would like to close by again expressing the pleasure it was to me 
personally to meet with you all and to have an opportunity of renewing 
my friendship with fellow officers and fellow members of the old days. 


By N. M. BASSIN, 
First Secretary of the Toronto Chapter 


Twenty-five years ago in North America and in Great Britain there was 
a pronounced stirring of interest in “costs” and their place in the science 
of management, brought about largely by conditons during and immediately 
following the first World War. In the United States, the National Associa- 
tion of Cost Accountants had been formed and chapters were rapidly being 
organized throughout that country. In Canada, a charter had already 
been obtained for a Canadian society, the incorporators being representa- 
tives of the provincial institutes of chartered accountants. A number of 
professional and industrial accountants and engineers in Canada, some of 
whom had already become members of the National Association, had signi- 
fied that they would welcome and support an active cost association in 
Canada. The time had come for those interested to decide whether to 
encourage and take part in the forming of chapters of the National Associa- 
tion in the Dominion or to take steps to develop a distinctly Canadian or- 
ganization. A meeting, convened and presided over by John Craig, was 
held in Toronto in the rooms of the Scottish Club and a spirited and lively 
discussion took place. George Edwards, who had been the prime mover 
in obtaining a charter for a Canadian cost society, announced that places 
would be vacated on the Board for a group who would be active in de- 
veloping the Society. I well recall proposing the motion to combine the 
varying interests and to proceed with the development of the Canadian 
Society. The motion was adopted, the Board of Trustees (as it was then 
termed) of the Canadian Society of Cost Accountants was reconstituted, 
under the presidency of Dr. Edwards, and the way was clear for further 
progress. 

Shortly afterwards the Toronto Chapter was formed and entered upon 
its first year, indeed a notable one, with well attended meetings and keen 
participation by the members. Outstanding amongst those who addressed 
the Chapter in its early days were the President of the National Association, 
J. P. Jordan; its genial executive secretary, Dr. Stuart C. McLeod (a Cana- 
dian and a graduate of Toronto and Harvard universities); Sir Robert 
Falconer and Dr. H. J. Cody. The year’s activities closed with a formal 
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and memorable Annual Dinner. The interest and enthusiasm which was 
so evident in Toronto spread to Montreal, Hamilton and other places in 
the East and West, where in turn chapters were formed, with the result 
that it soon became necessary to appoint a permanent business manager 
to conduct the affairs of the Society. The Toronto Chapter can rightly 
claim to be regarded as the mother-chapter of the whole “cost movement” 
in Canada, in which there are now twenty-three chapter groups in five of 
the nine provinces. 

Mention should also be made of the Society’s First Cost Convention, 
which took place in September, 1926, under the direction of John Craig, 
then President of the Society. The technical and dinner meetings on each 
of the two days of the Convention were held in Hart House, University of 
Toronto, where there was also an exhibit of machines used in cost work. 
The speakers included leaders in the cost and management profession, if 
it may so be called, from the United States and the United Kingdom, in 
addition to the President of the University, and other prominent Canadians. 
The conference was a very successful one and, at the time, it was anticipated 
that it might be the forerunner of other similar gatherings in the years 
to follow. The first issues of the magazine ‘Cost and Management,” which 
contained reports of the Convention meetings, appeared in the same year. 
In this Mr. Craig took the initial responsibility, following the discontinuance 
of an affiliation agreement with the N.A.C.A., whereby the Association’s 
valuable publications had been issued regularly to all members of the 
Canadian Society. 

My own active connection with the Society came to an end late in 
1926, when professional duties took me and kept me for a time six thousand 
miles away. It was a privilege and an honour to be welcomed so cordially 
at the Toronto Chapter meeting on November 13th last at a time when the 
Chapter is approaching the completion of its first quarter-century. The 
pleasure of attending a meeting of the mother-chapter along with a good 
representation of the pioneer members brought back many happy memories. 
One could not bur regret the absence of the two men already mentioned. 
George Edwards and John Craig, now gone to their reward, who played 
such an important part in the early history of the Society and gave freely 
of their thought, time and diligence in motivating and giving impetus to 
the “‘cost movement” in Canada. There have been many changes in the 
intervenimg years and it was particularly gratifying to note the fine calibre 
and the keenness of those who comprise the present membership and also 
to realize that our initial efforts had been followed by such great headway 
in the enlargement and added prestige of the Society as a whole. 


The educational advantages resulting from the formation, commencing 
in 1941, of the provincial societies now ensure the sound training of young 


cost specialists and a steady supply of well-skilled assistants and supervisors, 
capable of taking an increasingly responsible part in the management of 
Canadian industrial enterprises. May I take this opportunity of joining 
with my fellow-officers and other members of the first year in extending 
congratulations to the Toronto Chapter on its twenty-fifth anniversary and 
in wishing for it and for the associated Dominion and Provincial Societies 
continued vitality and usefulness in the years to come. 
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Current Literature Digest 


COST AND FINANCIAL TESTS FOR THE VETERAN’S 
BUSINESS ADVENTURE 


Percy L. Procter has written an article under this heading in the 
N.A.C.A. Bulletin XXIX-9, section One. 

It is still too early to appraise the results of the numerous business 
ventures embarked on by the veterans of World War II. The partial 
guarantee and assistance by the Government of acceptable business loans 
is still in operation. Many veterans who are continuing their schooling 
will be numbered among the entrepreneurs of the next few years. 

If previous business cycles are a reasonable portend, it is certain that 
many of these ventures into business by veterans will be numbered among 
the failures as well as among the successes. Postwar business seas are 
severe for all craft afloat and necessarily stormy. Most of the means at 
hand to test the probabilities of success or failure are rooted in accounting, 
broadly interpreted. The veteran wishing to enter business normally either 
(1) buys a going concern or (2) establishes a new one. The Better Busi- 
ness Bureau offers good counsel in any case. 


EASY COME—EASY GO. Entrance and Exit both are easy. 


It is easy to go into business. All that is needed is the ambition and 
a little capital and within twenty-four hours one can find oneself flounder- 
ing in the vast pool of private enterprise, master of one’s own destiny, 
if one correctly guesses which way to turn to safety, and success, that lie 
beyond the horizon, and if one can safely navigate the cross currents of 


business complexities. It is perhaps more difficult to STAY IN BUSINESS. 


If one’s ambitious desire is dominated by the hope of immediate success, 
and indepence of thought and action, then, one is doomed to bitter dis- 
appointment. Under such an approach to business it would be better to 
pack a lunch pail and get back to the old job as quickly as possible. It 
cannot be avoided without hard work, long hours, worry and the privations 
which are the toll of business until success has been established to the point 
where the luxury of an assistant thoroughly trained in your way of con- 
ducting your business can be afforded. One must be prepared to face this. 


There are no magic rules guaranteeing prosperity and no doctrine, 
even for the successful business man, which can insure against failure. The 
graveyard of business is filled with inexperience. According to Dunn & 
Bradstreet, lack of experience results in high business mortality. It is not 
enough to have knowledge of one of the phases of the business contemplated 
even though that knowledge is of a high degree. The right assistance 
might bridge some of the gaps but it is important to be able to cover the 
factors of planning, buying, shop practice, advertising, selling, accounting 
and finance, public relations and labor relations. These, with the exception 
of shop practice and labor relations, apply to all businesses. 
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It is often good business to consult a capable accountant on the finan- 
cial investment required in a business. The working capital should be known 
so that the operating profit requirements to maintain the investment may 
be economically appraised. 

With all the required information in the field of “know-how” and the 
successful operation potential, it is then the time to decide whether to 
Venture or Not to Venture. 

The N.A.C.A. Bulletin XXIX-9 has an interesting article on A Com- 
pany Training Program for Accounting Personnel, by James R. Evans. 


The Journal of Accountancy, December, 1947, has published a group 
of articles on Depreciation and Replacement. These articles are written 
by accountants and are of interest to cost accountants. 


The New York Certified Public Accountant, January, 1948, published 
an article on “Concepts and Terminology of Business Income,” by George 
O. May, C.P.A. This is another of the recent articles which have been 
published recently on the results of research in the accounting field. 


The N.A.C.A. Bulletin, XXIX-11, published an article on “Capital 
Price Adjustment Method for Deflating Inflated Profits,” by E. Stewart 
Freeman. This is one of the articles which should help business communi- 
ties and hence others, to a better understanding of what actually happens 
when the price level moves up or down. 





The Society of Industrial Accountants of 
Alberta Scholarship Awards 


In 1947, Mr. J. B. Whelihan, of Edmonton, then President of the 
Alberta Society, made a donation to start a scholarship fund, and, com- 
mencing with the season 1948-49, awards will be made to students of the 
Alberta Society on the following basis: 


(a) The student receiving the highest marks, with minimum 
standing of 85%, in Business Mathematics and Accounting 
I in the Primary Course, to be awarded a gratuitous course 
in Accounting II. 


The student receiving the highest marks, with minimum stand- 

ing of 80%, in completing the Intermediate Course, consisting 

of Accounting II and Fundamentals of Cost Accounting, 

to be awarded the Society’s Silver Medal. 

The student receiving the highest marks, with minimum stand- 

ing of 75%, in completing the Final Course, consisting of 

Industrial Legislation, Advanced Cost Accounting, and Indus- 

trial Organization and Management, to be awarded the So- 

ciety’s Gold Medal. 

In order to perpetuate the fund, subscription lists are to be opened 

by each Chapter, and no doubt many firms and individuals will be very 
willing to make donations to this worthy cause. 
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The New Corporation Income Tax Act 
Address of J. GRANT GLASSCO, O.B.E., F.C.A., 







Chairman of Canadian Tax Foundation 
To National Office Management Association, January 21, 1948. 











Income tax appeared in Canada just over thirty years ago; it goes back 
over a hundred years longer in England and the United States; but it is 
only within the last twenty-five years that it has come to play, in all three 
countries, a major role in the social and economic life of these countries. 







We are apt, very naturally, to be concerned only with the revenue 
raising aspect of the matter, particularly how our own pockets are affected 
and we may thus overlook the more important long-term consequences of 
our tax policy. An example is the failure of the law to permit deduction 
to business for losses arising from obsolescence of fixed assets. With tax 
rates where they are, industry will not freely face such losses and the overall 
quality of our productive machine will suffer as a result. The possible con- 
sequences in terms of cost of living, export trade, employment and so on are 
real and very important. 

We should recognize income tax for what it is. Not merely a device 
for raising the bulk of the federal revenues but also an instrument of social 
and economic policy. It has become so, partly as a result of the increase 
in its rates to levels which would have been unthinkable thirty years ago, 
but also by the grafting on of special provisions from time to time. Let 
me review very briefly what has happened to our Act since its introduction 
in 1917. 

The original Act was relatively simple and the exemptions were briefly 
stated and easily understood and remembered. Higher rates called for a 
host of special case legislation such as the allowance for medical expenses, 
the notch provisions for husband and wife and the expedient of a gift to 
the Crown. If these have become complicated, it is basically due to an 
attempt by Parliament to be fair and to relieve hard cases. One could only 
wish that this had been accomplished in a more simple fashion but it’s not 



















as easy as it looks. 

Over the years, the Act has had certain special taxes grafted on to it. 
Examples are the exchange tax of 1933, the gift tax introduced in 1935 
and recently the Alberta Bond tax. 

Next, let us consider some of the more important examples of the 
use of the law for non-tax ends. Under the heading of social and economic 
objectives we might list the original exemptions for Dominion Government 
annuities, pension, fund legislation, encouragement of limited dividend 
housing companies, exemptions for charitable donations, co-operatives, ex- 
emptions for Canadian parents with foreign subsidiaries or businesses (to 
keep them in Canada) and the incentives for scientific research. Under 
the head of pump priming we might list the various measures taken since 
1936 to encourage mining and the capital expenditure allowances of 1939. 


Further provisions of the law have as their purpose some special war, 
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reconversion or anti-inflation object. In this group are the special provi- 
sions for base metal and strategic minerals production, deferred main- 
tenance, the War Contracts Depreciation Board and post-war double depre- 
ciation, the forced savings features of the earlier war years and collection 
at the source. : 

If all these provisions which represent the use of the law for non-tax 
purposes are added together, we find that they account for a very substantial 
part of the total language of the Act. Speaking generally, the proposed law 
makes no major changes in the policy underlying these various provisions, 
except perhaps I should mention the proposed change in the basis of 
depletion allowance to metal mines which represents obiously less favourable 
treatment than this class of enterprise has become accustomed to. 

There are several other matters relating to the developmnt of the legis- 
lation since 1917 which I should mention as they have an important bearing 
upon the proposed Act. The first is the development of the discretionary 
power of the Minister, which proceeded at an accelerating rate through the 
war and was the principal matter under discussion when a Committee of 
the Senate investigated the Income Tax Act several years ago. Under the 
present Act there are nearly one hundred different discretions granted to 
the Minister. Some of these are totally unobjectionable, being necessary to 
the proper administration of the law, but a number of others appear un- 
necessary and have given rise to very considerable dissatisfaction. 

The main complaint has been that the granting of discretion creates 
an arbitrary power in the Minister and unless the Minister acts in an unju- 
dicial manner, which is usually very hard to prove, the taxpayer is prevented 


from carrying the matter further. The courts will not interfere where, by 
the Act, the decision has been left to the discretion of an administrative 


official. 

Another major cause of discontent on the part of the taxpayers was 
the use of a discretionary provision in drafting legislation as an alternative 
to spelling out a difficult section of the law. This became very pronounced 
during the war years when the Department was under pressure, but it cer- 
tainly brought about in some cases a result quite different from that en- 
visaged in the budget resolutions placed before Parliament by the Minister 
of Finance. This practice in fact became so general in the war years that, 
perhaps by inadvertence, discretions were granted where the matter in ques- 
tion was clearly determinable on the facts. An example is the provision 
for an allowable deduction, providing that in the opinion of the Minister, 
a certain tax has been paid to a Province. 

The reaction to all this has been violent and complete and obviously 
the present Minister of Finance has instructed his committee to take all 
discretions out of the Act. So we find that the new bill refers to the allow- 
ability of deductions “reasonable in the circumstances” instead of in the 
discretion of the Minister. 

The Australian law provides a solution which is an alternative to the 
abolition of the discretionary power, but which probably amounts to the same 
thing in the end. This provision simply states that wherever a taxpayer 
objects to the manner in which the discretionary power has been exercised 
by the Minister, he may appeal the assessment and upon such appeal, the 
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court shall regard the Minister’s discretion as never having been exercised 
and shall itself exercise the discretion vested in the Minister under the 
statute. Under our new law, there will have to be a decision made by the 
administration on every doubtful point. It is not dignified by being called 
the exercise of a discretion but obviously there is a matter of judgment and 
decision inherent in every assessment of this nature. The dissatisfied tax- 
payer will appeal the assessment and the reasonableness or propriety of his 
claims will be passed upon by the new Board of Tax Appeals. I think 
once the right of appeal and review by the court of the subject matter of 
any dispute has been secured, it is of little importance to the taxpayer 
whether the statute purports to grant a discretion or not. 


There is one aspect of this matter that has received very little comment 
and that is the probable effect upon the administration of the abolition of 
discretionary power. Where in the past there has been plenty to complain 
of, there have been countless exercises of discretion in favour of the tax- 
payer which required the assumption of real responsibility by the adminis- 
tration. It may be that the changes which are now made will dispose the 
tax officials to take a more negative view and throw the responsibility for 
making a decision upon the Board of Tax Appeals. Frankly, I think this 
is likely to happen and the only cure for it will be the development of a 
body of precedents and case law by the Appeal Board which will constitute 
a pattern for both the administration and the taxpayer. We may therefore 
go through several pretty confused years but when this pattern has been 


developed, there should be a degree of uniformity which could never be 


reached under the old system. 


There is another problem which accounts for a considerable degree 
of complexity in both the old and the new law. This is most clearly ex- 
plained by contrasting our scheme of income taxation with that of England 
and the United States. Under the English system the earnings of corpora- 
tions are in effect taxed only once so that when a corporation has paid its 
taxes, the revenue is no longer concerned with what happens to the accumu- 
lated surplus of the corporation. There is no capital gains tax in England. 
The American law, which like ours imposes double taxation on corporate 
profits, also taxes capital gains and for that reason that law has never been 
concerned with undivided profits in the sense in which I am speaking. 
If a U.S. corporation is wound up and undistributed income received by 
the shareholders, they are taxable thereon as a capital gain. 


Our law in the first instance contained no provisions with respect to 
the withdrawal of earnings from corporations other than by dividend: there 
was no pattern of this sort in either the United States or the English law 
for the reasons I have stated. Suddenly the taxpayers of Canada woke up 
to the fact that the way to escape the double taxation was to refrain from 
declaring dividends and when a tidy sum of profits had been accumulated, 
to wind the company up, recapitalize it, redeem the capital, borrow the 
funds or do something else to get the money into their hands without 
declaring a dividend. This led to the enactment of a whole series of pre- 
ventive sections which in the present Act are numbers 13 to 20, which 
provided that when any of these things was done, the shareholder would 
be deemed to have received a dividend and be taxed accordingly. It is 
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fair to say that these preventive provisions have given more trouble in 
connection with corporate taxation than any other part of the law. They 
have been subject to widespread avoidance and their treatment in the new 
bill still leaves much to be desired. 

There is a basic difficulty here which no legislation of a preventive 
nature can cure. So long as our economy is healthy, companies are going 
to expand by plowing back earnings. This means that in the course of 
time a substantial part, perhaps a preponderant part of the equity of suc- 
cessful corporations may be represented by what is called undistributed 
income. The government has established a sort of tax lien over this undis- 
tributed income of a most severe nature and in time the liability becomes 
so great that it becomes in some cases difficult or impossible to deal effec- 
tively with a change of ownership. It is this problem which Parliament 
attempted to cure first in 1930 as a pump priming measure by giving 
corporations a free run for two or three years to distribute their surplus 
without tax, and again recently, under what is known as the Ives Commission 
legislation where the same privilege was extended, although in circumscribed 
form upon the payment of a tax by the corporations runnings from 15% 
to 33%. It is inevitable that the problem will recur so long as our present 
double taxation of corporate income continues and I regard this as one 
of the most serious problems for the future. 

It is clearly the consensus of opinion of those who have studied the 
question that the men responsible for drafting the new income tax bill 
have done a first-class job. The old law was consolidated in the 1927 
statutes and has been amended almost every year since then, so that it 
became a jumble of legislation without much apparent order and extremely 
difficult to follow, even for the expert. Further, some of the new pro- 
visions instead of being enacted as amendments of the existing law became 
in effect new laws of their own. For instance, the special provisions for 
mines, oil and gas wells referred to in the 1947 budget, are enacted as section 
16 of the 1947 Amending Act instead of being made a part of the Income 
War Tax Act. 

In the drafting of the new bill there is a very clear attempt to produce 
order out of chaos. In Part I, which deals with the income tax proper, 
the Act commences by defining income, first by a general statement and 
then by sections specifying what is included and what is not included in 
income. The next logical step is the transition from income to taxable 
income and the tax is laid upon the latter figure. 


Then follow the provisions relating to the computation of the tax, 
returns, assessments, payment and appeal and at the end of this part are 
gathered together the exceptional cases and special rules which so badly 
clutter up the present Act. These special cases include trustees and estates, 


personal corporations, investment companies, N.R.O. companies, scientific 


research, co-operatives, pension funds, mining companies, oil and gas 
wells, etc. 

Part II of the Act deals with the Canadian income of non-residents: 
Part III contains our old exchange tax: Part IV, the gift tax: Part V, the 
administrative and enforcement sections: Part VI, tax evasion: Part VII, 
interpretation and Part VIII the transitional provision. There are two 
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schedules to the bill relating respectively to the Income Tax Appeal Board 
and appeals to the Exchequer Court. . 

I don’t think there is any doubt that this is a good framework. While 
it is probably never going to be easy for the layman to read the Act and | 
determine just where he stands, it is going to be very much easier for those 
who normally refer to the law to find their way about. 

Apart from the re-arrangement and clarification of the law, the bill 
in its present form does not reflect many changes of policy. The most 
important one of course is the matter of discretion but there are several 
others, including new approaches to old problems, which will be of interest 
to you. 

In its general statement as to the meaning of income, there appears 
a provision that income from a business is to be determined in accordance 
with generally accepted accounting principles. The purpose of this change 
was to meet the complaint that the old language, and the jurisprudence in 
the English, South African and Australian courts with respect to similar 
language, had the effect of excluding as allowable deductions certain charges 
which to a businessman were obviously proper. Section 6 (1) (a) provided 
that no deduction was to be made in respect of an expense unless the same 
was “wholly, necessarily and exclusively laid out for the purpose of earning 
the income.” These words are so restrictive that they require disallowances 
so sweeping that the administration never in fact dared make them. For 
example, premiums on fire insurance was not wholly, necessarily and ex- 
clusively laid out for the purpose of earning the income. Further, the courts 
have held that the words ‘the income” mean the income of the year in 
question, so that if an expense laid out in December bears fruit only in 
January, it is to be disallowed. Finally, the judicial concept of income 
has always been aimed in the direction of gross income rather than net 
profit and hence there have been occasions on which expenses have been 
disallowed if they were designed to reduce expense rather than produce 
gross income, all of which, as you will admit, is very unsatisfactory. 

In the new bill, this section has been changed materially and the limi- 
tations is now expressed in the following words ““‘no deduction shall be 


made in respect of an outlay or expense to the extent that it was not made 


or incurred in gaining or producing income from property or a business.” 
You will see that some of the difficulties have been overcome, although 
perhaps not all of them. With that broadening, however, the statement 
contained in the general definition of income as to generally accepted 
accounting principles may be of little practical value but it seems to me 
that it may come to have a totally different importance in connection with 
the type of accounting followed by taxpayers. 

There has never been any clear statement in the law as to the use 
of a cash basis as against an accrued basis and in a recent case the Exchequer 
Court went so far as to suggest that there was no sanction in the Act for 
anything but a cash basis. I think any fair-minded person would agree 
that the taxpayer should be under the necessity of adopting a method of 
accounting which will reasonably reflect his true income and there would 
be shouts of dismay from all of you if your principal competitor were able 
to cut his income tax in half by adopting the cash basis. I think it likely 
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therefore that section 4 of the Bill may be extended to provide that income 
from a business shall be determined in accordance with generally accepted 
accounting procedures applicable to that particular business. If that should 
come to pass, there will be a useful and necessary weapon in the hands of 
the government. Apart from this, it cannot but help to have a general 
statement of this nature in the Act and I think it will probably have some 
bearing upon the general line which the Appeal Board will take in border- 
line cases which are referred to it. 

The treatment of bad debt reserves has been substantially changed. 
Under the new bill, you take into income each year the reserve that you 
were allowed in the previous year and you are entitled to deduct the bad 
debts you write off during the year plus a reserve of reasonable propor- 
tions in respect of the accounts at the end of the year. The onus is on the 
taxpayer to demonstrate each year the reasonableness of the reserve he 
claims. ' The transitional provisions provide the taxpayer with an oppor- 
tunity of arguing that in the first year of the operation of the new law, 
any pre-existing reserve shall be carried into income only to the extent which 
may be reasonable in the circumstances. Thus reserve provided out of 


surplus or set up in loss years may not have to bear tax in 1948, but again 


the burden of proof is to be assumed by the taxpayer. 


The loss carry-over provisions of the present Act are still pretty new 
but some of the difficulties are beginning to emerge and they are very much 
more serious than had been expected. The first of these lies in the defini- 
tion of business losses. The administrative interpretation of the present 
law is that a business loss is a loss after taking into account any exempt 
income. This means that in effect the exempt income becomes taxable 
and the new bill attempts to make it clear that the business loss is to be 
determined in exactly the same manner as is taxable income. What the 
businessman wants obviously is an averaging of income and I think that is 
what most of us thought we were getting. It seems we were wrong and 
even if they correct the treatment of exempt income, there remains an 
extremely difficult situation with regard to tax credits in respect of foreign 
tax on income earned abroad. These so-called foreign tax credits available 
under section 8 of the present law are simply deductions from the tax other- 
wise payable. It is possible for a corporation to receive dividends from 
abroad in respect of which the foreign tax credits will virtually wipe out 
the Canadian tax liability thereon: but if the dividends are received in a year 
in which the results of the Canadian business throw the overall position into 
a loss, there is no tax from which the foreign tax credits may be deducted. 
However, the loss, which has been reduced to the extent of the foreign 
income, is carried back or forward but there is no way of having the tax 
credits follow the income. Thus you reach a point where Canada taxes 
the foreign income in the long run and the taxpayer receives no credit 
for the taxes already paid to the foreign jurisdiction. I will not go into 
them but there are several other matters concerning the loss carry-over 
which are extremely complicated and on which further work will have to 
be done if equity is to be achieved. 

Finally, I should say a word about section 32(a). You probably all 
know this section by name—it is the government’s biggest and best scarecrow 
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and was introduced during the war to try and make taxpayers get on with 


the job of producing muntions and stop wasting time trying to save money 
on their tax bills. When Mr. IIsley introduced the section which says, in 
effect, that the government can do almost anything it likes, he admitted 
that it should have no place in a peace-time tax structure but the draftsmen 
of the new Act have apparently not been instructed to take it out and 
it is found in approximately the same form in section 108. I think if there 
is one thing that the public should protest, it is the continued inclusion in 
our tax law of such a vague and indefinite threat to the taxpayer. There 
can be no certainty in our law so long as this section exists and if it is not 
removed, I predict that it is going to work out in a very curious way. The 
timid taxpayer, advised by his able but conservative solicitor, is going to 
refrain from doing things he wants to do and should be able to do because 
of the fear of attack; and that is going to stifle a considerable amount of 
legitimate business. The more cynical, better informed or perhaps less 
scrupulous taxpayer, is going to regard the section as an empty threat. He 
will say that the Treasury Board cannot possibly carry out the duties laid 
upon it by the section and that the section therefore is unworkable; he 
will therefore go ahead and do things which he is otherwise entitled to do. 
I suggest that in not one in one hundred cases of obvious and objectionable 
evasion will section 107 operate to impose a punishment. 

There has always been a tendency to try to legislate for the particular 
case, to block the rat holes, and we have had so much of it that we have 
reached a point where legitimate business may be seriously hampered in 
its proper objectives. I cannot think of a better note to close on than this 
because I think it of paramount importance to us all that Parliament should 
legislate in clear terms who and what it is going to tax and that no re- 
liance should be placed upon the existence of any arbitrary power. Until 
such a state is reached, our whole income tax system will hobble along 
in second gear. 
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Planned Control of Production 


BY R. A. READ, 
J. D. Woods & Gordon Limited 


Instead of re-hashing the general principles involved in establishing a 
a system of Production Control, I thought that to-night we might follow 
through, step by step, the procedures used in bringing the production of an 


actual plant under improved control. I would like to stress at this point 
that no cut and dried general procedure can be established to suit all com- 
panies and in fact, it is unusual if the same routine can be accepted by any 
two companies without some adjustments. However, we will get the general 
line of attack for the overall problem and also cover the procedures that 
have produced the required results under defined conditions. 


For our procedures let us consider a medium sized company with two 
to three hundred employees manufacturing certain brass and steel products. 
Let us assume that there are four primary machining departments and one 
final assembly department. The final assembly is basically hand work and 
7 is not a “line” assembly? 


Why does our company require improved planning for its production? 
We can picture a situation so common to-day: large inventories of finished 
products which at our higher material and labour costs are creating a heavy 
strain on working capital and yet even with the heavy inventories there is 
a consistently large backlog of orders. Some of you no doubt have seen 
certain companies try to improve this situation by limiting production to 
products and quantities covered by back-orders. This will bring a reduction 
in inventory but it will gradually turn the company into a job order shop. 
The products that will be cleared first out of inventory will be the fast- 
selling lines and as competitive conditions re-appear customers will go to 
competitors who are in a stock position. Production against actual cus- 
tomer orders will also mean that, unless orders are banked up before putting 
them into production, many uneconomical small runs will be going through 
the plant. You can see that such an atempt to improve the inventory and 
working capital position could be ruinous. Instead, what should be intro- 
duced is the pre-planning of what we are going to require and also the 
establishment of checks and controls that, despite planning inaccuracies, 
will provide for adjustments as we go along to keep our stock of products 
at a minimum though retaining always an “in stock” position. 


The first step then is to estimate our requirements and this must be 
based on what we expect to sell. Many techniques with high-sounding titles 
have been developed for use in forecasting sales—Correlation Analysis, 
End-Use Analysis, Trend and Cycle Analysis, ete. However, a very useful 
forecast can be developed for the type of company we are considering by 
having individual salesmen’s estimates reviewed and adjusted by a committee 
consisting of several executives familiar with the salesmen, the products, 
past history and the territories. Such a committee might be the Sales Mana- 
ger, Assistant Sales Manager and the General Manager. This procedure 
would no doubt be referred to by our sales experts as a combination of the 
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“Sales Force Composite” technique with the “Jury of Executive Opinion” 
technique. 

This type of manufacturing usually has its “regular line” products as 
covered by its catalogues and also accepts “special to order” business. Our 
forecast for “regular line” sales will be in detail by product but the forecast 
for “special to order” business will be supplied as an estimated percentage 
of total business and also will show how this percentage is expected to be dis- 
tributed among the four departments. After studying the types of products 
manufactured and after giving consideration to working capital and other 
financial conditions, we decide that we will establish a production period of 
three months. Therefore no matter how far ahead we project our sales 
forecast we must have this projection divided by quarter years. 

Larger businesses sometimes require forecasting for five, ten or perhaps 
twenty years ahead but for our purpose we will have the Sales Department 
keep us supplied with quarterly forecasts covering always one year in ad- 
vance. For example, at the end of December a forecast is produced for the 
October, November, December quarter of the following year. To have our 
estimates at least this far ahead provides Purchasing with a basis for the 
calculation of raw material requirements and allows the Production Plan- 
ning Department to get its preliminary calculations and adjustments made 
without the pressure of time. An advantage of this quarterly procedure is 
that the Sales Department is forecasting for a seasonal period similar to the 
one that they have just come through and will not overlook the seasonal 
factors and trends. 

The actual results of the sales estimations are placed on two types of 
sales forecast forms, (Forms “A” and “B”). The sales forecast in detail 
for regular lines is placed on Form A and this form is then used as a 
work sheet for all adjustments and calculations necessary to arrive at the 
final planned production programme. I propose to show you now how this 
form is gradually built up to that final programme and then how the pro- 
gramme is used. To help you to follow me in this, please refer to the pro- 
duction planning procedure listing each step in the order of its occurrence. 
(Pages 117-122). 


You will notice that the work involved has been divided into five stages: 


Stage I. is “The adjustment of the sales forecast to produc- 
tive capacity.” This stage would be started in De- 
cember for the last quarter of the following year 
and would be completed before the end of March. 


Stage II. is “The conversion to actual requirements as the 
quarter approaches.” For the last quarter of the - 
year this work would be performed in the first week 
of September. 

Stage III. is “The preparation of the production forms neces- 
sary to produce requirements.” For the last quar- 
ter of the year this stage would be completed in the 
second week of September. 
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Stage IV. is “Parts Scheduling.” This work follows Stage III 
and must be sufficiently advanced to supply parts 
schedules one week before the quarter starts. 

Stage V. is “Final Assembly Scheduling.” This work also 
follows Stage III and must be completed to such a 
degree that the first final assembly schedules are 
out before the quarter begins. 


Now, let us look at the actual procedure by steps and then we will 
follow two or three actual product entries through the routine. 


STAGE I 


The Adjustment of the Sales Forecast to Productive Capacity 

Step 1 is the recording in columns (a) and (b) of the final estimates 
of regular line sales. These would be recorded in the order of the Sales 
Catalogue, which is also the order in which the finished stores inventory 
records should be kept. 


Step 2 is the filling in of columns (c) and (d) by the Production 
Department. For each product they will have on file a master bill of 
materials (parts list and specification sheet combined) which will show as 
part of its standard data the departmental production hours by depart- 
ment that are necessary to produce one hundred units of the product al- 
lowing for average scrap. The hours for each primary department are 
entered in column (c). Where more than one department is affected the 
detail is entered vertically, (Original wide vertical spacing allows for this.) 
Final assembly time is not considered at this stage as in our hypothetical 
company the final assembly capacity is flexible. A “line” final assembly 
would require a different approach and it might govern our productive 
capacity. Column (d) is the extension of columns (b) and (c). 

Step 3 is to prepare a variance report for the Sales Department that 
will show differences between required departmental machine time (column 
(d) summarized) and available departmental machine time. A word about 
this available machine time. If all the machines of a department are in- 
terchangeable between regular line and specials, then available machine 
time can be considered as the same percentage of total departmental time 
that regular line sales is of total sales. When conditions are otherwise a 
special breakdown and study has to be made but once made it will supply 
our information each quarter unless new machinery is added. Some other 
things also affect the calculation of available time such as when there are 
machines for special work that are not expected to run full time. In de- 
partmental time calculation only normal running time for such equipment 
would be considered. 

Step 4 is the entering in column (e) of adjustment quantities that 
when extended by column (c) and summarized will absorb the variances 
shown by the variance report. As the Sales Department enters an adjust- 


ment its effect is recorded on the report and progressively variances are 
absorbed. In practice small plus variances may be left as they are but 
minus variances call for additional sales effort along certain lines and may 
necessitate additional advertising, improved catalogues or even an increase 


in sales staff. 
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Step 5 is the combining of the original estimates, column (d), with 
the adjustments, column (c), to produce our finalized sales estimates, 


column (f). 


STAGE II 


The Conversion to Actual Requirements 


If actual sales have kept parallel with the planned production pro- 
gramme and if market conditions have not changed in the interim then 
Stage II could be eliminated as our estimated sales figure would be our 
requirements. However, such conditions can not be anticipated so Stage 
II is necessary to determine realistic requirements. 

Step 1 is the entering of float and potential stock quantities in column 
(g) and (h) by the warehouse ledger keeper. The “old float” mentioned 
in the column heading is the quantity of the product that it is necessary to 
have on hand at the end of the quarter to look after requirements until 
the first shipment of the following quarter can be expected. It also supplies 
the necessary cushion within the quarter to cover variations in receipts and 
sales. We calculate it for a product by dividing the estimated requirements 
for the following quarter by the number of runs that we intend to make 
of that product. This provides for the requirements up to the latest date 
on which the first shipment of the product may arrive. Later, I would like 
to make a few comments on determining the best number of runs, but let us 
leave that for now and see what the ledger keeper has to do. In column 
(g) he puts the float quantities that should be on hand at the end of the 


present quarter. These amounts are on his individual product ledger sheets. 
He then estimates what quantities he will actually have on hand at that 
time and enters them in column (h). His stock records are kept on a poten- 
tial basis (starting stock, plus the quarter’s requirements plus any special 
requisitions, less orders received). He therefore uses his ledger balances 
reduced by one-half of the quarterly sales of the first two months. This 
latter reduction is to make allowance for the sales of the last month of the 


quarter not yet in his records. 

Step 2 is the filling in of column (i), the changes in sales estimates, 
by the Sales Department. The Sales Department must not be influenced 
unduly by large quantities in column (h) but each product that shows a 
large variance between column (g) (what should have been left at the end 
of the period) and column (h) (what it appears will be left) should receive 
attention. It is possible that a product with a large surplus appearing for 
the end of this quarter should have its sales estimate for the next quarter 
boosted, and not decreased. Customers’ strikes or special conditions may 
have held back purchases that will be made as well as originally estimated 
purchases in the coming quarter. In placing changes in column (i) the 
Sales Department using column (c) will record on another sheet the effect 
of their changes on each department and when they finish recording adjust- 
ments the net change for each department should be close to zero. 

Step 3 is the filling of the new float figures, column (j), by the Pro- 
duction Department. They consider the estimated sales of the product for 
the succeeding quarter and divide it by the number of times it will be manu- 
factured in that quarter. This gives us our new float or the quantity that 
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it is necessary to have on hand at the end of this quarter for which we are 
preparing. 

Step 4 is the calculation of the final requirements, column (k). This 
is direct addition and subtraction. It is our finalized sales estimates, column 
(f), adjusted by the Sales Department’s current changes, column (i), re- 
duced by the stock we will have on hand at the start of the quarter, column 
(h), and inereased by the quantity we should have on hand at the end of 
the quarter, column (j). 


STAGE III 


The Preparation of the Production Forms Necessary to 
Produce the Requirements 


Step 1 of this stage is to decide on the number of times to manufacture 
each product during the quarter. As mentioned before the factors involved 
in these decisions will be touched on after we have gone through the plan- 
ning procedures. 

Step 2 is to prepare working bills of materials for each run of each 
product in column (k). For fast-moving lines stencils showing the constant 
information are kept on file and copies are run off that are completed 
by hand from the information on the masters. For slow-moving lines it is 
sometimes just as convenient to prepare the complete form by hand. 

Step 3 is the sorting of the bills of material into a sequence of manu- 
facture. If there was only one run of each item the sequence could be as 
on the forecast form but some shuffling is necessary to distribute multiple 
runs over the period. Some priorities are also necessary for items where 
the potential stock figures is below the old float figure. 

Step 4 is the preparation of shop orders. A parts control ledger is 
kept in the production planning section with a page for each part. The 
component parts from each bill of material are recorded on their own 
ledger sheets and at that time a shop order is made out for each component 
on each bill. The quantity on the shop order will be the requirements of 
the bill for that part plus allowance for scrap less any unassigned balance 
on hand as shown by the ledger sheet. 

Step 5 is to take these shop orders and record the shop order numbers 
against each part on the bill of material. The shop orders are then filed 
with the bill of material that they affect. 

Step 6 is the sending of the forecast sheets to the warehouse ledger 


keeper for him to record certain information in his ledger. He will record 
the new float figure so that he will know what stock to have as carryover, 
he will record the projected production for the quarter so that his potential 
stock balance will include these quantities and he will record the number 
of runs so that at any time he will know when he can expect another ship- 


ment of a certain part. 


STAGE IV 
Parts Scheduling 


Step 1 of this stage is to make up the actual machine schedules to 
cover the production of component parts. Gantt charts are used to depict 
the schedules for each machine or group of machines. The shop orders 
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are taken in rotation from the file and if the quantities are small the parts 
ledger is consulted. The ledger will show if other orders for the same part 
are in the file and if so it may be decided to combine them for scheduling. 
Occasionally the complete quarterly requirements are very small and if so 
it may be considered advisable to produce a surplus. All shop orders for 
surplus manufacture should be O.K.’d by the production manager and a 
listing of this surplus production should go to the general manager. It 
might be mentioned that parts runs present a different problem than the 
deciding of economical runs for finished products. We probably have a 
part stores definitely limited in size and it may be necessary to keep it 
controlled by setting maximums by part that must not be exceeded by shop 
orders not for immediate assembly. 

Step 2 is to. forward to the plant the shop orders, route cards, etc., 
that are necessary to get the component parts produced. As the parts reach 
finished stores, production planning is notified. The Gantt charts are 
marked up and the parts are marked as completed on the bills of material 


for which they are produced. 


STAGE V 
Final Assembly Scheduling 


Step 1 of this stage is to calculate the final assembly time required 
to assemble the quantities of each product as listed in our final requirements 
column. These times are then accumulated to produce a grand total of 
assembly time for regular lines for the quarter. This total is divided by 
the number of working days in the quarter to produce a “daily average.” 
This “daily average” is used for the scheduling of final assembly work. It 
also gives the final assembly foreman a basis for determining his manpower 
requirements and enables him to spread the final assembly work evenly 
over the quarter. 

Step 2 is to take the bills of material from the sequence of manufacture 
file and enter them on a Gantt chart in keeping with the final assembly 
daily average. Bills will be taken out for final assembly scheduling one 
day ahead of the scheduled starting date but only those will be pulled for 
which all the components have reached parts stores. 

Step 3 is to forward the necessary forms to show final assembly what 
to assemble and to provide authority for parts stores to release the neces- 
sary component parts. The actual bill can be used for this purpose. 


You will note that we now have our planned production of regular 
lines operating. However, as some of you no doubt have noticed there may 
now be some variance between our programme, column (k) and the pro- 
ductive capacity allocated to regular lines. This will be due to differences 
between our potential stock at the start of the period and our desired carry- 
over for the end of the period. As soon as convenient this variance is cal- 
culated using columns (1) and (m). The result is best arrived at by recording 
the quantity differences between column (k) and column (f) (a column 
that has been balanced to available time) and extending these differences 
in hours using column (c). After summarizing by departments it may be 
necessary to request sales to advice on some additional production but in 
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any case no action will be taken until towards the end of the quarter when 
it can be seen how the “special” business has kept to its estimate. 

Now let us turn to form “B” which is used for the control of “special 
order” business. Again I have divided the work to be done into three 
stages that have the same timings as the stages of the work on regular 
lines planning. 


STAGE I 


Recording the Sales Forecast 


When making the original sales estimates an estimate is made of the 
volume and type of special work that can be expected. The percentage of 
this volume to total sales volume and the estimated percentage distribution 
by productive departments is recorded on form “B.” 


STAGE II 
Adjusting for Changed Conditions 


At Stage II time, one month before the quarter starts, the Sales De- 
partment decides if conditions warrant a revision of their estimated per- 
centage volume of special business. If they decide to make a revision the 
form is changed and the Production Department then determines the change 
that this makes in regular line available time. Any such change is covered 
by Sales when making their regular line changes on form “A.” At this 
time also dollar amounts are entered on the Sales Department’s copy of the 
form and on the Production Department’s copy, the assigned productive 
hours. 


STAGE III 
The Use of the Form During the Production Period 


During the quarter covered by the form one copy is kept in the Sales 
Department and one copy is kept in Production Planning. As the “special” 
orders arrive they are recorded accumulatively in both departments. The 
Sales Department records such orders by dollar total and also makes a 
rough allotment departmentally by dollar volume. By the accumulated 
figures they see at any time how they stand in regard to their estimates. 
The Production Department records orders also by total and departmentally 
but by estimated machine hours and thus they too can see how the “special”’ 
business is keeping to plan. 

It is true that we cannot plan accurately our “special” business but it is 
important to watch it closely throughout the period so that we can see how 
it is affecting our “regular line” production programme. Adjustments to 
our “regular line” plan may be necessary due to a large variance in “spe- 
cials’ but with form “B” we will be able to estimate closely these necessary 
adjustments and superimpose them on our “regular line” plan. 

I would like to spend a few minutes now on a controversial subject on 
which I have been doing a little research, a subject that you have seen 
me skate around as we came to it in our planning procedures—The deter- 
mination of the most economical production quantities. For a business of 
the type we have been considering that is producing a very large number 
of products this becomes a problem of deciding on how many times to 
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manufacture each product during the production period or how many 
“runs” for each product. I refer you to a sheet describing a pro- 
cedure that I recently developed for a plant of this type and a chart showing 
how the procedure works. (See pages 121 and 122). The production man- 
ager of this plant was inclined to shoot for the highest possible runs and was 
proud of what he thought was resultant reduced costs. However, there were 
certain elements of cost that he did not take into account that were being 
increased by this policy of his. The purpose of writing the procedure was 
principally to bring these elements to his attention and this it certainly did. 
I can say this, in addition, however, that this simple procedure although it 
needs some refining and adjusting for varying conditions is now being used, 
at least experimentally, in several plants. 

On the procedure sheet the first paragraph shows why I consider that 
the average warehouse stock for a product is the requirements of the manu- 
facturing period divided by the number of times that product is supplied 
to the warehouse in the period. (This only holds of course if planned 
control is functioning). By increasing the number of runs therefore, our 
warehousing costs are progressively reduced and of course our set-up costs 
are progressively increased. Our best number of runs is the one where 
the combination of these costs is least. Form C provides a means of setting 
down these combinations so that we can pick out this best combination. 


The establishment of the warehouse cost percentage in the second para- 
graph of the procedure sheet requires some additional explanation. Few 
will take issue with the first three items of cost shown and their size can be 
readily estimated for any individual business. But when we take interest 
into account, you, as cost accountants, will probably object strenuously and 
say that a charge for interest, on capital tied up in finished goods, can not 
be accepted as adding to the cost of a product. In a study of this sort, 
however, where changes in the number of runs will affect the total capital 
required this factor must be considered. The cost accountant determines 
costs for a definite period of manufacturing but in this study of ours we 
are comparing costs in order to determine a method of manufacture. Not 
only must we make an interest charge but such a charge should be more 
than the simple interest rate, say five per cent., that would be payable for 
borrowed money. In setting this charge, the normal desired rate of return 
on capital should be used as the same risk elements are present. Even if 
the necessary increase of capital is supplied by a bank loan such a loan by 
its “preferred” status increases the risk element for the regular capital. 
Hence, the figure was set at twelve per cent. and even that I consider as 
being on the low side but a figure that can be sold to a production manager. 

Just a word on determining set-up costs. The word complete is meant 
to distinguish these amounts from those amounts charged to “set-up” in 
the normal costing system. In establishing the amounts for our complete 
set-up cost column we try to consider all additional costs that occur by 
adding one more run of the product in the period. If we use cost figure 
in column 3 that include overhead then the down time cost of machines 
must be weighted by the overhead that they would have earned if they had 
been producing. Costs such as the added paper work due to an additional 
run are often sizeable enough to need consideration. A complete set-up 
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cost once calculated is recorded on the master bill of materials for use in 
future periods. 

In conclusion I would like to stress that a workable system of pre- 
planned production must be one that is very flexible. Not only must it 
establish a guiding line to follow and show up variances between actual 
performance and that line; it also must provide a means of changing easily 
the direction of the line itself and still measure actual performance in rela- 
tion to this new line. I would like you ta think of your plan programme 
as a dam that is providing control over a body of water. In order to have 
your system or your dam “hold water” you must be watching continually for 
small leaks and patching them up. MHowever, at certain times changing 
conditions will require a change in programme or water-level but we will 
make these changes, using spill-gaps or some other controllable means that 
will allow us to measure accurately our change. 








*“X” MANUFACTURING COMPANY 
PRODUCTION PLANNING PROCEDURE 
REGULAR LINES 


STAGEI _ 
The Adjustment of the Sales Forecast to Productive Capacity 

1. The sales forecast form is started by listing finished products estimated 
sales for the three-month period ending one year hence. This 
information is entered in columns (a) and (b) of the Sales Fore- 
cast, Regular Lines form. (One form is started at the end of each 
quarter to cover the corresponding quarter of the following year.) 

2. These forms are forwarded to the Production Department where 
columns (c) and (d) are completed. (Production hours are taken 
from master bills of material. Column (d) is the product of (b) 
and (c)). 

3. The Production Department then summarizes column (d) by depart- 
ment and prepares a report showing for each productive depart- 
ment total hours forecast, total hours available, total adjustment 
necessary plus or minus. 

4. This report and the sales forecast forms are sent to the Sales Depart- 
ment. Adjustments satisfactory to the Sales Department that will 
absorb the total adjustment necessary are entered in column (e). 
5. The sales forecast is then returned to the Production Department and 
column (f) is completed, (the combination of columns (d) 

and (e)). 
This procedure is followed once every three months for the quarter one 
year away and should be handled at a time that will least conflict with 

current work, 


STAGE II 
The Conversion to Actual Requirements 
1. One month before the start of a quarter the Production Department 


forwards the sales forecast forms for the approaching quarter to 
the warehouse ledgerkeeper. The warehouse ledgerkeeper fills in 
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columns (g) and (h) from his ledger records and forwards forms 
to Sales Department office. 

Sales Department enters in column (i) any adjustments that are 
deemed necessary due to changes in consumer demand from the 
time of the original estimate. A comparison of columns (g) and 
(h) will provide a picture of sales trend for use as a guide in 
determining changes. 

Sales Department forwards the forms to the Production Depart- 
ment where column (j) is calculated. This is accomplished by 
consulting the succeeding quarters finalized sales estimate, column 
(f) and dividing the quantity there by the expected number of 


runs. 


Column (k) is next calculated as follows — column (f) adjusted by 


column (i) minus column (h) plus column (j). 


STAGE III 


The Preparation of Production Data and Forms for the Requirements 


The number of runs for each item in column (k) is decided on. 


Production Department personnel prepare bills of material from the 


masters, one for each run of each item shown in column (k) of 
the sales forecast. 


Bills of material are sorted into a rough sequence of manufacture to 


distribute multiple run products over the quarter. 


The bills of material are processed through the parts material control 


ledger and shop orders made out for each component. The 
quantity on each order is the requirements of that bill plus allow- 
ance for scrap less any unassigned stock. 


The shop orders are filed behind the bills of material they cover and 


shop order numbers are inserted opposite the part on the bill of 
material. 


6. The Sales forecast forms are forwarded to the warehouse ledgerkeeper 


who enters in his ledger the new float figures as shown in column 
(j), the projected production for the quarter (column (k)), and 
the number of runs. The forecast forms are returned to the 
Production Department. 


STAGE IV 
Parts Scheduling 


Approximately one week before the start of a quarter the shop orders 


for components start into the plant schedules. These plant 
schedules are made up on Gantt charts for machines or groups 
of machines. When the quantity on a shop order does not reach 
the minimum for economical manufacture other shop orders for 
the parts are added from farther on (where these are is indicated 
in the material control ledger). If there is still not a large enough 
quantity it may be decided to produce a surplus. All shop orders 
for surplus manufacture are O.K.’d by the production manager 
and listed for the general manager. 
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2. The shop orders and route cards, when required, go out to the plant 
and the shop orders go with the parts when produced to finished 
parts stores, (if the part is one requiring a route card this is shown 
in the ledger and the shop order is marked “route card”.) When 
they reach finished stores production planning is notified and 
they are recorded on the Gantt charts as completed and the items 
on the bills of material affected are marked ‘“‘completed.”’ 


STAGE V 
Final Assembly Scheduling 


1. Total Final Assembly time for the quarter’s production programme, 
regular line, is calculated and divided by the number of working 
days to determine a “daily average.” 

2. The bills of material are taken from the Sequence of manufacture file 
at the start of the production period and set up on a Gantt chart. 
The quantity of production set out for each day equals in Final 
Assembly time the daily average previously mentioned. (No bill is 
scheduled unless it shows that all parts have reached finished 
parts stores). 


=) 
> 
Fs 


» actual bills of material go forward to Final Assembly and provide 
the authority to finished parts stores for releasing the necessary 
parts. 


PLANNING PROCEDURE 
SPECIALS 


STAGE I 
Recording the Sales Forecast 


For this stage the form, in duplicate, is headed up for the quarter 
one year away. The percentage of total volume allocated to special work 
is recorded. 


STAGE II 
Adjusting for Changed Conditions 


If conditions warrant a change in the percentage of productive capacity 
to be allotted to specials the forecast form is changed at this time. 


STAGE III 
The Use of the Form During the Production Period 


During the production period covered by the form one copy stays 
with the Sales Department and one with Production Control. As a special 
order is received the Sales Department records the dollar value against the 
productive department affected and also the total-to-date dollar value. At 
all times they can see how they stand in regard to their commitment to 
Production. As each requisition for special production is received at Pro- 
duction Control they record it on their copy of the form but they keep 
the record in hours. The record on the forecast shows them how closely 
the “special” business is keeping to plan. 
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that the warehouse must carry. 


period inventory possibilities run between 2,000 and zero. 
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DETERMINING ECONOMICAL PRODUCTION QUANTITIES 






When manufacturing for stock in a many-product business the number 


considered as being 1,000 or the amount of the period’s requirements. 


is produced three times, inventory need be only one-third and so on. 


of increased set-up costs. 


depreciation and absolescence. 


half of the 1,000 figure, claiming that such is the average inventory held. 


of lots or runs of a product if these are spread throughout the manufac- 
turing period will have a direct bearing on the amount of stocle of the item 
If the requirements are 1,000 and only one 
run is to be made it will be necessary for the warehouse to carry a starting 
stock of 1,000 as they may not get their new supply until the last day of 
the period. Some consider that warehousing costs should be based on one- 


However, as they are just as likely to get their new stock at the start of the 
Therefore the 
average stock position when the item is produced in one run should be 
If 
the product is produced twice, the stock carried need be only one-half; if it 
Con- 
versely, “‘set-up”’ costs increase in direct proportion to the number of runs. 
So, to find the best number of runs one must compare the savings in ware- 
housing costs due to an increased number of runs with the extra expense 


Warehouse costs that should be considered are those that increase with 


used as the costs of these factors: 


divided by four establishes the warehousing cost that will be saved by re- 


Insurance 0.25% per year 

Storage 0.75% per year 

Depreciation and Obsolescence 3.00% per year 

Interest 12.00% per year 
Total 16.00% 


When the period of manufacture is quarterly the above total of 16% 


ducing the inventory carried. 








YOUNG MEN WANTED 


Established progressive business system and forms 
company entering Canadian field requires young men 
with good accounting background for sales work in 


Ontario and Quebec. 


Apply Box 8, stating age, qualifications and salary 
requirements. 





larger inventory and are factors such as storage space, insurance, interest, 
In Form C (page 122) the following were 
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AND MANAGEMENT 


GENERAL ACCOUNTING 
Comments by Mr. J. D. Campbell, C.A., R.I.A 
ACCOUNTING II 
Question 6 (35 marks) 
Preliminary Note: All the figures in the statement of this problem 
have $’000 omitted. The candidate is to omit them in his solution. 
The consolidated balance sheet of Howgrow Limited at August 31, 
1945, appeared as follows: 














ASSETS 
Current Assets: 
a Cash on hand and in banks $ 12,332 
Government securities (at cost) 5,343 
(Quoted market value $5,416). 
Accounts receivable $ 17,390 
Less: Reserve for bad debts 1,344 
—— 16,046 
Inventories at not exceeding cost 46,354 
Total Current Assets ————-$ 80,095 
Fixed Assets: 
: Land, buildings and equipment (at cost) 16,125 
2 Less: Reserves for depreciation 4,079 
ee 
Investment in Subsidiary Company: 
Capital stock of subsidiary company not 
} wholly owned and not consolidated— 
at no exceeding cost 4,299 
Prepaid Expenses and Other Assets: 
Prepaid selling and general expenses 1,495 
Cash surrender value of insurance policy 
on life of the President ..... 426 
Refundable portion of excess profit tax 865 
Unamortized debenture discount 148 
2,934 
Goodwill and Trade Marks 1 
$ 99,375 


LIABILITIES, CAPITAL STOCK AND SURPLUS 


Current Liabilities: 


Bank loans .... " $ 1,465 
Trade accounts payable (for merchandise) 3,739 
Accrued liabilities (selling and 

general expenses) wee 1,234 
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COST AND MANAGEMENT 


Dividends unpaid oe q 862 
Provision for income and excess sessile 
taxes oa 21,407 
Total Current Liabilities —————-$ 28.707 
Funded Debt: 

Serial debentures 12,000 
Reserve for Loss on Foreign elhanes 1,546 
Capital Stock and Surplus: 

Redeemable preferred shares authorized 


and _ issued 11,216 
Common shares n.p.v. authorized and 
issued 17,242 
Reserve for contingencies 2,785 
Earned surplus 25,779 
Total Capital Stock and Surplus ————_ 57,022 
$ 99,375 





The cash transactions of the consolidation for the year ending August 


31st, 1946, were as follows: 








RECEIPTS 

Balance, September Ist, 1945 S 12,352 
Remittances from customers 266,103 
Dividends and interest on investments 317 
Proceeds of life insurance policy 1,032 
Proceeds of sale of government securities (Cost $3,333) 4,212 
Realized upon investment in subsidiary, at cost 751 

Recovered from insurance of merchandise destroyed by fire 
(Cost $1,000) 1,531 
$ 286,298 

PAYMENTS 

Trade creditors for merchandise $ 209,389 
Selling and general expenses 24,490 
Salaries of executive officers 248 
Directors’ fees Soliteattcess 20 
Legal fees sSrppincs ela toest 112 
Debenture interest 324 
Interest on bank and other loans 48 
Income and excess profits taxes 20,692 
Dividends 3,560 
Bank loans 894 
Serial debentures redeemed (at par) 2,100 
Building extensions 8,117 
Preferred shares redeemed (at ial 11,216 
$ 281,210 


124 





see: 


a SNS 

















STUDENT SECTION 





Balance, August 31st, 1946 5,088 
$ 286,298 


The transactions other than cash transactions for the year ending 
August 31st, 1946, were as follows: 


Sales (credit) : oe $ 266,846 
Purchases of merchandise (credit) veccvese 209,290 
Cash discounts on purchases 345 
Dividends declared payable 3,419 


At August 31st, 1946: 

(a) Buildings which had cost $787 and against which $746 of depre- 
ciation had been reserved are to be written off. 

(b) The reserve for bad debts is to be increased by $166. 

(c) Merchandise inventory (valued on the same basis as before) is 
$44,836. 

(d) Income and excess profits taxes for the year to August 31st, 1946, 
are estimated at $17,399. Of this amount $110 is refundable ex- 
cess profits tax. 

(e) Debenture discount is to be written off in the amount of $41. 

(f) Depreciation of buildings and equipment for the year is estimated 
at $1,726. 

(g) The sum of $1,485 is to be transferred from the reserve for con- 
tingencies to earned surplus. 

(h) Asa result of the revalution of the Canadian dollar in July, 1946, 
and the circumstance that a large part of the fixed assets of the 
company are situated in the United States, the value of these 
assets in Canadian dollars is to be written down by $2,152. 

(i) The quoted market values of the government securities held at 
August 31st, 1946, is $2,010. 

(j) Prepaid expenses (selling and general expenses) amount to $1,250 

(k) Accrued liabilities (selling and general expenses) amount to $806. 
Required: 

(1) Operating statement (trading and profit and loss) and statement 
of earned surplus of the consolidation for the year ending August 31st, 
1946. 

(2) Balance sheet of the consolidation at August 31st, 1946, in com- 
parative form, i.e., showing the corresponding figures for August 31st, 1945. 


SOLUTION 
HOWGROW LIMITED 
Consolidated Operating Statement 


Year to August 31st, 1946 


Sales ... ET PRR Ma eee TIE ET Ee nth te ENS $266,846 
Cost of goods sold ce acba nitive tue eee eee ee 209,808 







rae tm Eib: Cina OO 55. <n iuasscsay scae sce vides 57,038 












COST AND MANAGEMENT 


Deduct: 


Selling and general expenses 

Salaries of executive officers 

Directors’ fees 

Legal fees 

Loss on disposal of fixed assets 
Debenture interest 

Amortization of debenture discount 
Interest on bank loans 

Depreciation of buildings and equipment 


Bad debts loss 


Dividends and interest on investments 

Purchase discounts 

Profit realized on inventories destroyed 
by fire 

Excess of proceeds from life insurance 
policy over cash surrender value 

Profit on sale of investments 


Deduct: 


Loss on conversion of foreign assets 


Deduct: 


Estimated income and excesss profits taxes 
less refundable portion 


Net profit carried to earned surplus 


Consolidated Statement of Earned Surplus 


Balance at September Ist, 1945 
Add: Transfer from reserve for contingencies 
Net profit for the year to August 31st, 1946 


Deduct: Dividends declared 


Balance at August 31st, 1946 
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$ 24,307 
248 
20 
192 
41 
324 
41 
48 
1,726 
166 

27,033 

30,005 
317 
345 
531 
606 
879 

2,678 

32,683 

606 

32,077 

17,289 

$ 14,788 

S. 25,779 

1,485 

14,788 

42,052 

3,419 

$ 38,633 
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STUDENT SECTION 
HOWGROW LIMITED 





Consolidated Balance Sheet, August 31st, 1946 and August 31st, 1945 


ASSETS 


Current Assets: 


August 31st 














1946 1945 
Cash on hand and in banks 5,088 $ 12,352 
Government securities (at cost) 2,010 5,343 
(Quoted market value at August 31st, 1946 
$2,010) 
Accounts receivable (less reserve—1946, 
$1,510; 1945, $1,344) 16,623 16,046 
Inventories at not exceeding cost 44,836 46,354 
68,557 80,095 
Fixed Assets: 
Land, buildings and equipment (at cost) less 
reserve for depreciation—1946, $5,059; 
1945, $4,079 16,244 12,046 
Investment in Subsidiary Company: 
Capital stock of subsidiary company not wholly 
owned and not consolidated—at not ex- 
ceeding cost 3,548 4,299 
Prepaid Expenses and Other Assets: 
Prepaid selling and general expense 1,250 1,495 
Cash surrender value of insurance policy on 
life of the President 426 
Refundable portion of excess profits tax 975 865 
Unamortized debenture discount 107 148 
2,332 2,934 
Goodwill and Trade Marks 1 1 
% 90,682 $ 99,375 








LIABILITIES, CAPITAL STOCK AND SURPLUS 


Current Liabilities: 


Bank loans $ 


Trade accounts payable (for merchandise) 

Accrued liabilities (selling and general 
expenses) 

Dividends unpaid 


Provision for income and excess profits taxes 





Funded Debt: 


Serial debentures 








571 $ 1,465 
3,295 3,739 
806 1,234 
7al 862 
18,114 21,407 
23,507 28,707 
10,000 12,100 


COST AND MANAGEMENT 


Reserve for Loss on Foreign Exchange 1,546 
Capital Stock and Surplus: 
Redeemable preferred shares 11,216 
Common shares n.p.v. authorized and issued 17,242 17,242 
Reserve for contingencies 1,300 2,785 
Earned surplus 38,633 25,779 





Total Capital Stock and Surplus 57,175 57,022 





$ 90,682 $ 99,375 








Comments: 


Although a certain penalty was imposed for the failure to complete 
the problem the weight assigned to this aspect is by no means as great 
as it is sometimes given by the candidate in assessing his answer. 

A review of the answers submitted indicated a distinct tendency on 
the part of the student to overlook the fundamental principles of double 
entry accounting when placed under the pressure of time. Of the two 
alternatives it might be suggested that the latter takes precedence over the 
former and should always be kept in mind by the student. If this is done 
it is hoped that errors of the following nature would not occur. 

The dividend paid of $3,560 is reflected in the earned surplus account 
in the amount of $3,419 and no recognition is taken of the dividend pay- 
able which existed at the Ist January, 1946. 

The redemption of serial debentures shown as an expense as well as 
being debited to the liability account. 

The question required that statements be presented. It is left to the 
option of the candidate governed by the time element as to whether or 
not supplementary forms (work sheet) should be utilized. Where the 
supplementary forms are used care should be exercised (if credit is to be 
expected from the data recorded on them) that the information is properly 
recorded. 


Whether certain errors which occurred can be attributed to a failure 


of the candidate to read the question carefully or to the inability of the 
candidate to handle the items under consideration is a matter of doubt. 
In the majority of the cases other errors which took place would appear 
to indicate the latter to be the case. This was evident particularly in the 
deferred and accrued items which existed at the opening and close of the 
period in consideration. 

With respect to the form of the statement and memorandum require- 
ments there appeared a significant discrepancy both with respect to the 
income statement and the balance sheet. A degree of latitude was allowed 
to the candidate in the arrangement of the statements. Where the intel- 
ligibility of the statement was affected penalties were imposd. 

The answers submitted to Question VI in a large number of cases were 
entirely unsatisfactory even eliminating the fact that a large portion of 
them were uncompleted. They indicated an immaturity in the subject 
which could not help but account for the large proportion of failures which 
resulted from the Accounting II paper. 
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